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NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT
JAHES A TESTWUIDE

920-457-9451
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(Area Code - Telephone Number)

b B. ACCOUNTANT.IDENTIFICATION

INDEPEI?JDEN':I‘ PL:JBLIC_ACCOUN-TANT whose opinion is contained in this Report*

E] Publlc Accountant

. D Accountant not resident in United States or any of its possessions.

. SCHENCK 's¢.

‘ ‘ B ’ E (Name — if individual, state las:, first, middle name)

712 RIVERFRONT DR, SUITE 301 SHEBOYGAN NI 53081
: (Address) : (City) " (State) (Zip Code)
CHECK ONE:

Cemﬁed Public Accountant | PROCESSED
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FOR OFFICIAL USE ONLY
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SEC 1410 (06-02) unless the form displays a currentty valid OM

*Claims for exempnon Jfrom the requirement that the annual report be covered by the opinion of an independent public accountant
musr be supported by a statement of facts and circumstances relied on as the basis for

wmpna\ See Secuon 240.17a-5(e)(2)

[ Potential persons who are to respond to the collaclion
! Information contained in this form are not re%ulred to respond
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OATH OR AFFIRMATION

1. JAMES A. TESTMUIDE , swear (or affirm) that, to the best of
my knowledge and behef the accompanying financial statement and supporting schedu!es pertammg to the firm of

H. C. DENSION _CO - o i ' 1 s 88
of T 9/ 30 .20 06 are true end correct I further swear (ot affirm) that

- neither the company nor any partner, propr:ctor principal officer or director has any proprietary interest in any account
classified solelyl as that of a customer, except as follows

\
\

Title -
,&wéé 5/ U |

Notary Puhlu: ,7 2067 ~ S

, —

Tlns rgport ** cnnmns (chec 11 applicdble boxes) _ -~ 7 e
(a) Facmg Page‘ : — = -
(b). Statemem of Financial Condltmn . _ Ce T T
(c)- Statement of Income (Loss). ; :

Ad) Statement of .Changes in Financial Condltlon

(e} Statemem of Changes in Stockholders’ Equity or Partners’ or Sole Proprictors® Capital.

() Statement oﬂChanges in Liabilities Subordmated to Claims of Creditors.

_(g} Compmanon ‘of Net Capital.

.(h) Computatlon for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) 1nfurmauon Relating to the Possession or Control Requirements Under Rule 15¢3-3.

G A Reconclhmon, including appropriate explanation of the Computation of Net Cap:tal Under Rule 15¢3-1 and the
Computatlon for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconcnllatlon between the audited and unaudited Statements of Financial Condition with respect to methods of
consol:danon

. (i) An Oath ;°r Affirmation.
' (m) A copy of the SIPC Suppliemental Report.
(n) A report descnbmg any material inadequacies found to exist or found to have existed since the date of the previous audit.
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“For caudman: of canf idential treatment of certain portions af this filing, see section 240.17a-5(e)(3).
(0) INDEPENDENT AUDITORS " REPORT ON INTERNAL CONTROL STRUCTURE REQUIRED @Y
[n(P) STATEHENT OF CASH FLONS SEC RULE 17a-5
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Businoss Salutions i

BEITER PEQPLE. BETTER RESULYS |
b

Independent Auditors’ Report

To the Board'of Directors : : ; : !

H. C. Denlson Co. '

Sheboygan Wlsconsm
; *

We have audrted the accompanying statement of financial condmon of H. C. Denison Co as of

September 30, 2006, and the relatedtstatements of operations, changes in stockholders' equrty .

Company'’s management Our . responsibility is to express an. opmlon on these t"nancral

statements based on our audit.
oot YN

,.g . ‘ {
o rF Bk

1

: We conducted our audit in accordance wrth audltlng standards generally accepted in the Unrted
States of ‘America. Those standards require that we plan and perform the audit to obtain:

reasonabte assurance about whether the ﬁnancral statements are free of material misstatement.

. An, audlt mcludes examining, on a test basis, evidence supportlng the amounts and drsctosures

in the fmanmal statements. An audit also includes assessing the accountmg principles used and
5|gmf|cant est|mates made by management, as well as evaluating the overall financial statement
presentatlon We believe that our audit provrdes a reasonable ba3|s for our opinion.

! t
In our opmlon the fi nanmal statements referred to above present farrly, in all material respects,

the financial’ posrtlon of H. C. Denison Co. as of September 30, 2006 and the results 'of its .

operations, and its cash flows for the year then ended, in. conformlty wrlh accounting. pnncrples
generally accepted in the United States of Amenca :

gM Sc

Certlfled Pubhc Accountants

Ij -
Sheboygan Wlsconsrn
October 26, 2006

!
{
4

-
v .

..

712 Riveriront Drive » Suite 361 + Sheboygan, WI 53081 + schencksglutions.com
Phone: 920-458-0341 » B00-236-2248 » Fax: 920-458-8374

“ and cash ﬂows for the year then ended. These flhanclal statements are the responsibility of the o

Schenck s¢
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P -L|AB|L|T|ES AND STOCKHOLDERS' EQUITY

; ) ] : { “I , ot
| ' Liabilities, i c E : o SO I
' Notes payable L S % 125,000
| | Payablesi . co Ly S
I ..Customers : S © 894,532
| {Brokers'and dealers ' S S -
: ; ‘Other | : 19,020
: Accrued liabilities: _ .
Salaries; commissions and related withholdings 30,882
| ‘Property taxes _ : . 9180
| Total liabilitiés . $ -1,078,624
i : Stobkhollde‘rsi' equity
‘ Common stock, no par value:
; Authorized, 1,524 shares _ :
; Issued and outstanding, 1,075 shares 1,052,000
. Accumulated deficit _(164,285)
| J | _
':- Total stockhoiders' equity _ 887.715
! | ,

==
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H. C. DENISON CO.

Statement of Operations

Year ended September 30, 2006

Net dealer mventory and security gains

Interest and d1wdends .
Other i ‘l .

i

Total reve,nug's
Py
] "

t

Exgenses F

—————— -

Employee compensatlon and benefits

Communlcatlons ‘
Promotlonal costs ,
Occupancy and equipment

Interest. !

Profess!onal fees
Bank and clearing charges
Non-compete agreement

Other
Total expenses

Net loss

" See notes to financial statements.

$ 1,690,619
' 120,701
. 29,237

36975

'
1

i

1,206,992
181,171
41,774
264,506
10,954
20,182
94,142
25,000

95,228

$ 1,877,532

1,839,949

$ __(62417)
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. ‘Net loss

o
Balance, September 30, 2006

Poroon & DR
o . ' +
v [ ’ '
o ' |
C oy
R H. C. DENISON CO.
R T
P Statement of Changes in Stockholders’ Equity . :
. Year ended September 30, 2006 -
.; :
; . Common  Accumulated
é o 4 ‘Shares :  Stock Deficit Total
Lol R
,'Balla}n_c"(:e', pc':t_;ober1:2005_ 984 .é"s 972,000 $ (101;868) $ 870,132
Is'suange;pf common stock 91 ¢ 80,000 l - 80,000
RN T : T _ i _
- - (62,417) (62.417)

See nbteé to financial statements.

1075 $1052000 § (164285 § 887715
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Ope_ratinq activities
Net loss

Adjustments to reconcile net loss to net cash

used for operatmg activities:
Deprematlon

Loss on dlsposal of property and eqmpment

Decrease (increase) in:

i Cash ‘Restricted ..

; Recelvables .
Securmes owned
Federal tax deposit

Increase;in:
Payables
Accrued liabilities

Net cash used for operating activities

"Investing activity

Purcha:se of property and equipment

Flnancmg activities
Proceeds. from issuance of common stock
Net decrease in notes payable

Net_ casl‘i used for financing activities

Cash and cash equivalents - Unrestricted
Net decrease
Beginning of year

End of year

Subpremental disclosure of cash flow information

.‘ L H. C. DENISON CO.

Statement of.Cash Flows
Year ended September 30, 2006,

.' v
1

!

A

Cash paid for interest

See notes to financial statements.

!

P S

3 (62,417)

15,292
2,995
‘ .
44,909
' (408/702)
48,430
(3,903)

242,901

1,630

$  (118,865) .

(2,854)
80,000
(100,000)

__(20,000)

(141,719)

468,135

. 326416

$ 10,954
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H. C. DENISON CO.

foa Notes to Financial Statements
v September 30, 2006
o . ,

!

Note 1- Nature of busmess and significant accountlng poI|C|es

' A

i

'Use of estimates

Nature of business
b ' '

o H1 C Denison.Co. (Company) is a broker and dealerin- securlt:es located in Sheboygan

':'Wlsconsm The Company is registered with the Securities and:Exchange Commission

A

(SEC) andis a ‘member of the National Assocuanon of Securmes Dea|ers (NASD).

f H

I
I
!

I
1
3

! ; :
The preparatlon of the financial statements in conformity with accounting pnncmles

. generally accepted in the United States of America requires management to make
' estlmates and assumptions that affect certain reported amounts and disclosures.

Accordlngly, actual results could differ from those estimates.

Cash and cash equivalents

For purposes of the statement of cash flows, the Company considers all highly liguid
debt- instruments purchased with a maturity of three months or less to be cash
equivalents.

Reserve for bad debts

No reserve for bad debts is deemed necessary because the Company holds purchased
securltles until the customer remits payment and does not pay customers for sales until

the certlﬁcates are presented.

Secuntles owned and revenue recoqgnition of securlttes transactions

Customers and brokers' and dealers’ securities and commodities transactions are
recorded on a settlement date basis with related commission income and expenses
recorded on a trade date basis. Securities and commodities transactions of the
Company are recorded on a trade date basis.

Amounts receivable and payable for securities transactions that have not reached their
con;ractual settlement date are recorded net on the statement of financial condition.

Marketable securities are valued at market value and securities not readily marketable
are-valued at fair value as determined by the Board of Directors. The resulting difference
between cost and market (or fair value) is included in income.
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l H. C. DENISON CO.

Notes to Financial Statements, Continued
September 30, 2006

.+ MNote 1 - Nature of business and sngmfrcant accountmg policies, continued
‘ F. - Propertv equnpmentand depremahon

H ; {

- 'Property and equipment are stated at cost. Expendltures for addltlons and |mprovements
rol i dare capstahzed while replacements, malntenance and repairs which do not improve or-
ol ; extend the lives of the respective assets:are expensed currently as incurred. Propertles
: s sold or otherwise disposed of are removed from the property accounts, with gains or

Iosses on disposal credited or charged to operations.

. Deprecnatlon is provided over the estimated useful lives of the respectlve assets using
F the stralght -line method.

; G.  Advertising

. The‘bompany expenses advertising costs as they are incurred. Advertising costs were
g $41,774 for the year ended September 30, 2006. These costs are included in
' promotional costs on the statement of operations.

"H.  Income taxes

The Company has elected, by consent of its stockholders, to be taxed as an
;» - Scorporatlon under the provisions of the Internal Revenue Code and Wisconsin
; Statutes Under those provisions, the Company does not pay federal and Wisconsin
' ,corporate income taxes on its.taxable income. Instead, the stockholders are hab!e for
their respective shares of the Company’s taxable income on their individual tax returns.
‘ The Company periodically makes distributions to the stockholders for income taxes.

: Note 2 - Concentration of credit risk

o The Company maintains cash dep05|ts at several banks. Deposits at each bank are insured by
the Federal Deposit insurance Corporation up to $100,000 per entity. The Company's cash
depos:ts at times, exceed these limits.

Note 3 - Cash - Restricted for reserve requirement

The Company is required to maintain sufficient bank accounts and qualified securities as a
reserve to 'protect customer interests pursuant to Securities and Exchange Commission Rule
15¢3-3. At September 30, 2008, cash restricted for reserve requirement consists of;

T

Cash on deposit ' $ 246,347
: Certificates of deposit 53,804
1
!
f
Z 9
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S R lAHCDEN!SONCO

I I Notes to Financial Statements, Continued
I I I September 30, 2006 o

. ‘. .i ’
. Note 4 - Cash Restricted at clearlng house . Lo
, : . t lf . N ‘ |
; ‘The! Company is requwed to malntaln cashtbalances at Depository Trust and Cleanng
b ‘-Corporatlon”These restricted cash balances ﬂuctuate periodically based on activity. Depository
oL Trust and Cleanng Corporatlon holds SECUI’ItIES owned by the Company and is the Company's

Do pnmary cleanng agent : . P
- | . : : '; o - . t .
- Note 5- Due from and dueto customers and brokers and dealers S

| Accbunts' receivable from and payable to customers include amounts due on cash and margin
o transactions. Securities owned and not yet paid for by customers are held as collateral for
i 1 recewables Such collateral is not reflected in the financial statements. )

J

Accounts recelvable from and payable to brokers and dealers consist of cash due or payable on
! security transactlons The security transactions are settied when the underlying securities are
dellvered Securmes sold but not yet. dehvered are held as collateral for monies due upon
delivery.| Secur|t|es held as collateral pendlng payment are not reflected in the financial
statements.. Monies owed against securities not yet received are held pending receipt of

securities.

e mm e .

Note 6 —'SeCUrities owned

| Marketable secuntles owned at September 30, 2006 consist of trading and investment securities
at market values as follows:

i
I .

of Stocks : $ 32,191
i Corporate bonds 156,438
i U.S. Government obligations 40,892
. Municipal bonds ' 136,732

y .

N $ 366,253
f

_ Securities not readily marketable include investment securities (a) for which there is no market
on a secuntles exchange or no independent publicly quoted market, (b) that cannot be publicly
* offered or sold unless registration has been effected under the Securities Act of 1933, or (c) that
cannot be. oﬁered or sold because of other arrangements, restrictions, or conditions applicable
to'the seclirities or to the Company. At September 30, 2006, these securities at estimated fair
" values consisted of stocks of $300.

i

.
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H. C. DENISON CO.

Notes to Financial Staternents, Continued
Septemberi 30, 2006 . i

Note 7 - NOtes payable

.Community i?,ank

. At September 30, 2006; the Company had avallable a line of credit of $500,000 which matures

January 30,:2007. There was $125,000 outstandlng at September 30, 2006 The interest rate’

charged is the bank's prime rate (8.25% at September 30, 2006). The Ime of credit is secured

by substantlalty all assets of the Company.

J P Morgan Chase Bank, N.A.

At September 30, 2006, the Company had available lines of credit totaling $600,000 which
mature December 31, 2006. There was $0 outstanding at September 30, 2006. The interest rate
charged is the 30—day LIBOR rate plus 250 basis points (7.82% at September 30, 2006). These
lines of credlt are secured by specific securities in mventory and guaranteed by the majority

stockholder of the Company.
[

Note 8 - Net capital requirements

4 The Company is subject to Rule 15¢3-1 under the Securities Exchange Act of 1934 which
©_requires that aggregate indebtedness, as defined, shall not exceed fifteen times net capital as
defined (15'0 to 1. 0). At September 30, 2006, the Company had net capital of $785,931, which

was $535,931 in excess of its required net capital of $250,000. Its aggregate indebtedness to
net capltal ratio was .32 to 1.0. _

These ca!culatlons of excess net capital and the net capital ratio were prepared on a settlement
date basis of accounting. Results from the use of a settlement date basis of accounting do not
vary matenally from those that would be obtained by use of a trade date basis of accounting.

- Note 9 - Proflt-shanng plan

The -Compaﬁny has a profit-sharing plan covering substantially all of its employees. The Board of
Directors determined that for the year ended September 30, 2006, no contribution would be

'made to the plan. The plan also contains a 401(k) voluntary salary reduction feature.

11
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H. C. DENISON CO.

Notes to Financial Statements, Continued
September 30, 2006

Note 10 - Related party transactions and lease commitment

The Company leases its Sheboygan office facility from a former stockholder for $10,951 per
month, increasing annually based on the increase in the consumer price index, under a
noncancelable operating lease which expires December 1, 2012. The Company is required {o
pay real estate taxes, insurance and the cost of the normal repairs and maintenance to the

building.

The Company also leases a storage facility from an unrelated party for $215 per month under a
noncancelable operating lease which expires July 31, 2007. In addition, the Company must pay
all costs of normal repairs and maintenance to the building.

Followmg is 'a scheduie by years of future minimum rental payments required under operating
leases that lhave initial noncancelable lease terms in excess of one year as of September 30,

20086:

Year ending
September 30,
2007 : $ 133,567
2008 131,417
2009 131,417
2010 131,417
2011 : 131,417
Thereafter - 153.320

§ 812555

Rent'exbense under all operating leases amounted to $120,122 for the year ended September

30,2006,

+ The Company has a non-compete agreement with a former stockholder. The agreement

specmes certaln non-compete requirements which remain in effect through December 31, 2007.
Under terms of the agreement, the Company will make equal monthly payments to.the former

- stockholder of $2,084 through the end of the agreement, provided that the former stockholder

complies with the requirements of the non-compete agreement.
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'To the Board of Drrectors
H. C Demson Co.
. Sheboygan,.wlsconsm

,J
B

Independent Auditors’ Report on Supplemental Information

:.We have audlted the accompanying fmanmal statements of H. C. Denison Co. as of and for the
year ended September 30, 20086, and have lssued our report thereon dated October 26, 2006.

Our audlt was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whale. The information contained in Schedules | and il, as of and for the year-ended
:September 30, 2006, is presented.for purposes of additional analysis and is not a required part
.of the baSl'01f nancial statements, but is supplemental information required by Rule 17a-5 under
. the Securltles Exchange Act of 1934.-Such information has been subjected to the auditing
i procedures applled in the audit of the basic. financial statements and, in our opinion, is fairly
1+ statedin a!l material respects in relation to the basrc financial statements taken as a whole.

| 5 ’
Sl SC
Certified ’Public Accountants

Sheboygan Wlsconsm
' ‘October 26 2006
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712 Riverfront Drive « Suite 301 » Sheboygan, Wl 53081 + schencksolutions.com
Phone: 920-458-0341 « 800-236-2248 « Fax: 920-458-8974 .
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i SCHEDULE I

! f
[ ' o
I

b 1 ' ! .
FINANCIAL AND OPERATIONAL GOMBINED UNIFORM SINGLE REPORT
- ~ PART .
§ aInpxea‘onnmst .’?H.c'. DENISON CO. o s ase1.9/30/06
I T | | COMPUTATION OF NET CAPITAL
| , |

............. $ 878,423 i3m0

BASIS OF ACCOUNTING.

1] Total ownershlp equ'lty tmm Statemen of Financial Conditon - item 1800 ..
2. "Oeduct Ownership equity not allowable for Net Capital . i { 3490
1‘ KR I Yotal ownershlp equuty quahf d §Or Nel CAPHAL ..ot s s s s s s s s sana shbms s b sat s 878 423 ]3500
4! Add: : ' : :
I VA Lnabllities subordmated to claims of general credltors allowablg in computation nf ne{ capital R . : - 13520
_| B. Other (deductions) or allowable credits (List) B -3525
5. Total capital and alowable subordinated Fables ... $ 878 473 [%%|
| 6" Deductions and/or chargés: _ - - . — —
"I A, Total nonallowable assets from ~ - _ oo g o I '
|, Statement of Financial Condition (NGtes B and C) .................... et R 3 . 67,231 : [3540)
- .1 Addmona! charges for customers’ and U e ; L T Y )
g non-customers’ security accounts ......, . " $ -_. [3550} :
"0 2 additional charues for customers’ and ] o . '
| 1= . .non-ctistomers; commodity accounts O —— * | 3560
1 B. Aged fail-to-dellver e —— 3570
T NUMBRE OF HEMS e 1 [3450] '
- 1 C." Aged short secuntydlﬂerences -less
) I ; TBSBIVE OF ... Cueoseeshesssasstssiotimnsensmsmssnssmsssssssotsimennes $ 3460| % [3580]
. number of iterns .. ; N 3470
I_ D. Secured dema.rld ncrte deﬂc{ency FR— M3590]
| -4 E Comniodiy futures contracts and spot cnmmodiﬁes . .
| . = proproetary capital BNAFJES 1ovvvseoorseseneassssssssstsssssies e et st b e sttt e . 3500
i F." Other deductions ANA/OT CHATPES .oeveeeeserssseassveonesesorisssssrossssssdimassessmsssssssssssissssammamimse s snesnssss 3610 .
“v - 1 G.. Deductions for accounts caried under Rule 15¢3-1(a}{E), (a)(?) and (c){2)(x) ....... JR— 3615 .
o by H. TOU2] GEUUCHONS ANAVO CHAIGES ....oo.occvceesreos s seeereseossersesers st sossmsseesesssresesesesseemeremremer oo (67,231 3620
7! Other additions and/or AlOWADIE CBAIS (LISY) c...ccc ey rmresressissemececeerensctserasmasssssessscsesseecosrssrsssiesa e emessesee st reastsssass s sestessassarsnssn 3630
81 Net caprlal tefore haircuts on securities positions et srers st ettt e sarees $ 811.192 |3640
.1 9! Halrcuts on securities: (computed where applicable, pursuant to 15¢3-1{f)): 0 ‘
i .l A. Contractual securities committments ........... 5 3660
“t B.. Subordinated securities borowings S 3670
1 C.: Trading and investment securities:
1. Bankers' acceptances, certificates of deposit and COMMENCHAl PAPEE ...vvervesessememsersenes by 3680
2. US. and Canadian govemment GLGRNORS ..........cooreenssrsssmessesenrsssenss 57 13630
3. Stateand municlpal government OBlGAONS ............ e ceeeneecesrsusnrarestcesses s cessmresrssres 7278 13700
4. Cormporate obﬂgatmns .............................. 14 46K |31
5. Stocks and warrants ........................................................................................................ 2469 3720
6. Oplions ... i | 3740]
1. Ammge‘ tces s seteer s s py e s e ab A PR et R e 3732
"8, Other SECUrties .. mummmeen. A 3734
) 0. Undue COnCemration .................... e i LR b e RSB S nsae 3650
A - B 25,261 3740
10. Net Gapital ... ek 85851543288 55515 55 e e 785,931 [3750]
. ' . OMIT PENNIES

NOTE THE INFORMATION CONTAINED IN THIS SCHEDULE I IS IN AGREEMENT IN ALL MATERIAL
RESPECTS WITH THE UNAUDITED FOCUS REPORT, PART II FILED BY THE COMPANY AS OF

J SEPTEMBER ' 30, 2006. THESE SCHEDULES HAVE BEEN PREPARED ON A SETTLEMENT DATE BASIS OF

1 ACCOUNTING. THEIACCOMPANYING FINANCIAL STATEMENTS HAVE BEEN PREPARED ON A TRADE

DATE BASIS OF ACCOUNTING. RESULTS FROM THE USE OF A SETTLEMENT DATE BASIS OF ACCOUNTING
FDO NOT VARY. MATERTALLY FROM THOSE THAT WOULD BE OBTAINED BY USE OF A TRADE DATE
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| } SCHEDULE T
| FINANClAL AND 0PERAT|0NAL COMBINED UNIFORM SINGLE REPORT
L ’ ‘ PART || ;
lénoxsn OR DEALER H.C. DENISON CO. ! : o ‘ asof _9/30/06

T

|
: COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

3

Part A

11. Minimum net capital required (64,36 01 M8 19) et ) 16,631  [3758)
12, Minimum’ dollar net capital requirement of reporting broker or dealer and minimum net capital requirement . 26 0 '00 0
i .of subs:dlarles compuled in accordance with Note (A} ...............rc.een U $ _ 3758
13.Net capital requirement (greater of lne 1107 12} v.oovuricoreseseen N ; R $ 250,000 T37e0| .
14. Excess net capital (line 10 less 13)... . et : S — $ B30 L9331 [3m0
. 1}5.‘ Excess net capital at 1000% (line 10 less 1 0% of line 19} . S — e bR Rt RAEn = I : 760 . “0Q4 ]380
COMPUTATION OF AGGREGATE {NDEBTEDNESS
16. Total Al. liabilities trom Statement of Financial Condition ............. S — $ 362,211 3790
17. Add: | il :
A, Ovafts for immedlata CTBUIL 1ot eeoecemecemre s crmrescrmsece reassssresesare et seasrssrsssems s s s smparnanons s : 3800
B. Market value of securities borrowed for which no equmlem value
is paid or credited L. .eueneeoee e $ 3810
* . Other unrecorded amounts (Llst) $ 3820 § 3830
-18. Deduct: Adjustment based on deposits in Special Reserve Bank ACCOUNTS (153-T{E){1}VID) cureremrerrerrorrscrmrrrrrrerrr s 112,784 3838
19.’ Total aggregate Indebtadness ............... $ 240 467 13840| -
20; Percemage of aggregate indebtedness 10 net capital (iNg 19 4 BY I8 10) ec.rvuereceeveees s eareresesensssssesessomessesesreseesee % 37 3850
21. Percentage of aggregale indebtedness to net capital after anticipated capital withdrawals
. {line 19 + by N 10 125 1EM 4BBD PAGR 25) ..o st emesses et seseseessesme s % 32 [z
[ COMPUTATION OF ALTERNATE NET CAPITAL REQUIREMENT
Part B
22 2% of combined aggregate debt items as shown in Formula for Reserve Requirements pursuant to Rufe 15¢3-3
prepared as of date of the net capital computation including both brokers or dealers and consolidated subsidiaries’ debits .............. 568 N / A I 3870
23. Mmlmum dollar net capita! requirement of reporting broker or dealer and minimum net capital reqmremem of
! subsidiaries computed in 2CCOTARNCE WIT NOEE (A} .vuuvreuwsserreserrssrscssemerssssssssessssosossssorsseesmseseessressssssnssossrsssssasssessmseseee $ N/A 3880
24; Net capital requirement (greater of g 22 08 23) ... oo verense . § /A 3760
25! Excess Net Capital (TNB 10 IBSS 24) ..........ieveeverruworermermsimissssssssissrsssessassasissssesssssinss semeteses sesoes ssmmssses s 14 8sts st 0et vt sesmensecam s et s $ /A 3910
26. Percentage of Net Capltal to Aggregate Debits (fine 10 + by line17 page §) Cresrensersesessrereereens % /A 3857
27} Percentage of Net Capital, after anticipated capital withdrawals, to Aggregate Debits
[ (line 10 less item'4880 page 11 + by line 17 page B) e oureere e mssns et ns s e sst b e et resemn eSS ere e % N/A  [3853)
28. Net capital In £xCess ol the greater of: . :
A. 5% of combines aggregate debil items or$120 D0 e R e e e R bs st st e e s me e $ N/A 3920
OTHER RATIOS
Part C
28, Percentage of debt 1o debt-equtty total computed In 2ccordance with RUIE 15C3-1(0) .....coevvruerisiriesissssmmemens mrsmssmsmsesssssessessesnasensess % N/A 3860
30 Options deductions/Net Capital ratio (1000% test) total deductions exclusive of liquidating equity under
"Rule 15c3-1(a)(6) (2)(7) and (c) {21{X) A NEL DI evvervses et ses e sssssesasssssssssrecsestoes e seece e seesessesmesesses s e s ssseesssssssosee % N/A  [3857)

NOTES

(A} The m:nlmum net capital requirement should be computed by addmg the minlmum dollar net capital requirement of the repomng broker dealer and, for each
" subsidiary to be consuudated the greater of.

1. Minimum dollar net capital requirement , or

2. 6%% of aggregate Indebtedness or 2% of aggregate debits if altemative method is used.

- {{B) Do not deducl the valua of securities bomowed under subordination agrements or secured demand notes covered by subordination agrements not in satisfactary form

and the markel values of memberships in exchanges contributed for uss of company (contra to item 1740) and partners’ securities which were Included in non-aliowable
assets.
{C} For repons flled pursuanlto paragraph {d} of Bule 17a-5, respondent should provide a list of material non-aliowable assets.
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l ) < Continued
. b
S | H. C. DENISON CO.
. I
!
' ! ' Reconcmatlon of Company's Computatlon of Net Capital Under
B Rule 15¢3-1 of the Securities Exchange Commission with
l - ‘ ! Computation Based on Audited Amounts
S 1 _ ;4 - - As of September 30, 2006
|| Net capltal as reported in Company's Part Il (Unaudated) B | AR
l i - Focus Report ' ' $ 761,354
l i - Net audlt adjustments 24 577
‘ o C
| v
! Net capital, per above computation $ 785,931
P o
[ !
‘ Total ownershrp equrty from statement of financial condition
I !. (Trade date ‘basis) ‘ _ $ 887715
‘ i * Net income :effect from conversion to settiement date basis (8.292)
H f Total owﬁersﬁhip equity, Line 1 (Settlement date basis) $__ 878423
By l ' .
0|
-
B
| |
N
i
b
|
0
|
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| L ‘F o , . B - - SCHEDULE II :

[ ]

FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

I PART |I
I BROKER OR DEALER ‘H c ngmsom Co. _ . asof_9/30/06 .
I - 3 : I
i o COMPUTAT|0N FOR DETERMINATION OF RESERVE REQUIRTEMENTS '
l ' ‘ ,{ o FOR BROKER-DEALERS UNDER RULE 15¢3-3 ' .
k o (See Rula 1503-3. Exhibit A and Related Notes) :
CREDIT BALANCES gl : : ' :
1} Free credst balances and!ather credlt balancesin customers' security T . ' .
l .| accounts (see Note A, Exhlbn A, Rule 15¢3-3) ........ w$ 176, 8794340} .
24 Monles hurrowed coRatéralized by securities carried for the accounts of . . , . . ,
) cus‘mme':s (st:ei Note B)” ........ : ; et o - + 1 4350 i .
' 3. ' Monies payable agamst customers securities loaned (see Note ) vitnitinemmanesnsearares A rvenrsnnsssinaes ’ . 143601 .
l 4 4! customers’ securiﬂes iaﬂed to receive (see Note D) : T = |43m0 i :
‘ 5!, Credn balam:es in r irm accoums which are attributable to principa) sales to customers ......... — N .~ |43s0 o ;
' | 6I Market value of stock dmdends stock splits and slmllar distributions recelvable outstandlng ' . i S B ! :
l ! over 30 calendar GAYS corderineiasesasissiesiisnesceees — . - | 4390 - i
£ **Market value of short securlly count ditferences over 30 calendar days old .......... N : : ‘ 4400 . :
BI "Market valug of shurt secumJes and credits not to be offset by logs or by o ' :
debats) in all suspense accounts over 30 calendar days ... e W m
' gl Market valus of secunhes which are in transfer in excess of 40 calendar days and have not been
| conﬂrrned tobein Iransfer by the transfer agnet or the issuer during the 40 days ...........cceresermeees . " 4420
10. Other (List) .vvvvrelevee L ettt 4425 ,
' l 1. TOTAL CR_EDITS e s 176,879 [a430)
N 1 .
| DEBITBALANGES ' |
) 12. "Deblt balances In customers cash and margin accounts excluding unsecured accounts and
l' | |- accounts doubttu! of cn[lecﬁon net of deductions pursuant to Note E, Exhibit A, Rule 15¢3-3 ...... $__ 59,0174u0)
} 13. Securities bonowed to eﬂectuata short sales by customers and securities borrowed to make
| . dellvery on cusmmers sécumles 12110 1O QEIVT ..o eersrrsssssissm st eesesamsess s 4450
I -} M Falled to deliver of customers Securities Not older than 30 CABNGAT QBYS .............oooocscorree 10, 488 4460
15, Margin required and on deposit with Options Clearing Corporation for all option cotracts
. | written or purchased in cpstomer accounts (see Note F) 4465
y | 16, Other T ———— " 4469
{17 **Aggregate debit ﬂems et O e $ 69,5056 |4470
- 1?. **Less 3% (for attemanve method only-sea Rute 15e3-1({5V() --oern.. R | 4471
f 19, **TOTAL 14c3-3 DEBITS ....................................................................................... s 69,6508 [4472
1 [ ) ‘
[ RESERVE COMPUTA'I'ION ; - LY
29. Excess of tntaj debits nver totat credits (line 19 [ess line 11) . oo seeprrnes %d - | 4480
-21. Excess of tatal credlts aver total debits {ling 11less {ine 19) . 107,374 [449%0
2.1 computatuon permmned ona mnnthty basis, enter 105% of excess of total credits over total debits 112 7473 | 4500
3. Amoum held on deposut m “Reserve Bank Account(s),” including value of qualified securities, at end of reporting period ................. 00 151 | 4510
24. Amount of depostt (ar wrlhdrawal) Including i
' | 5. i1 [45T5 ] Valle Of Qualiiied SECUMLES ..o msscsrsnsoss st (125 0003 [4520}
25. New amnunt in Reserve Bank Account(s) after adding deposit or subtracting withdrawal including i .
' 5_ : 11 [4575 ] Vlue OF QUAITIEL SECUTHES ..o s csnrcors s s s 175,151 [4530
26. Date of deposn (MMDDYY) . 4540
FREQUENGY OF COMPUTATiON ) )
27. Dalylp . * b [4332] weeny [4333] Monthly X [4334]

_ » In the event the Net Capttal Requirement is computed under the atterative method, this "Reserve Formuta® shall be prepared in
accordance with the raqn.;tremems of paragraph (f) of Rule 15¢3-1,

—
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PART ll

, " SCHEDULE II

'
.

i

N L
BROKER OR DEALER FH C DENISON CO
g cob

N oL ' i

i

L asof 9/30/06

Cod ~ COMPUTATION FDR DETERMINATION OF HESERVE REQUIRTEMENTS .

i :} . i FOR BROKER-DEALERS UNDER RULE 15¢3-3 (conﬁnued) :
o L

EXEMPTIVE PROVISIONSE

28 1§ an exemption from Hule 15c3-3is clarrned |denufy he!ow the section upon which such exemption is based {check only one]

4550|

A {K)(1) =~ 82, 500 capltal category as per Rule 15¢3-1 ........... . : 528
B k(K (2)(A} 'Specrall Account for the Exclusive Benefit of customers™ maintained 3 rered ' . 4560
. (k}{2) (B) — All custumer transactions cleared through another broker-dealer on a fully drsr:!osed basls '
i‘i Name of clearrng frrm : " ) Co [@ 4570
L0 (k){S) — Exempted hy order of the Commrssron ...... : N . . 4580
i ) B | - -
’ R ”; ‘ Information for Possession or Comml Requtrernerrts Under Rula 15¢3-3
State the markel valuation and number of otems of:
1: Customers fully pald securities and excess margin securities not in the respondent § possesion or control as of the report date
(for whrch rnstmcdons to reduce to possession or contro! had been issued as of the report date) but for which the requlred .
. action was not mken by respondent within the time frame specified under Rul 15¢3-3, Notes A and B ......c.vvueeeenionnssssescesssacs $ T [ 4586
A Number of items v ussresessts aaerar e R R ARARRS £ 0 e e ten e et 2u e SR et e e e ea R e RRT OSSO ! - 4587| .
2." Customers’ iu[ly pald securities and excess-margin securities for which instructions to reduce possession or control had not
been |ssued as of the report data, excluding items ansrnn from "temporary lags which result from normat business operahons :
as permitted under Rule 1563-3. NOtES B, £ 8N D ....ovvvvisieceniemscereenicosananssssrissessessasssasenssascses s s evssse s ssestssestseemmeensemossossases $ = ‘| 4588
" A Number of |tems ......... - : % -. 4588
1 OMJT PENNIES
3 The system and procedures utllitzed in complying with the requirement to maintain physicat possession of control of -
) ' customers’ fully pald and excess margin securities’ have been tested and are functioning in a manner adequate to
. fulfill the requrrernents of Rule 15¢3-3 i YES 4584 | No 4585

NOTES - 'f

A——Do nat mclude in rtem one customers’ fully paid and excess margin secunﬁes required by Rule 15¢3-3 to be in possession or.contral but for which no action was
" required by the respondent as of the report date or required action was taken by respondent with the time frames specified under Rule 15¢3-3.
B—State separately in response to items one and two whether the securities reported in response thereto wera subsequently reduced to possession or control by the

N respondent

C—Be sure to include in ltem two only items nor arising from “tempaorary tags which result from normal business operations” as permitted undes Rule 15¢3-3,

D—-Item two must be responded to anty with report which is filed as of the date selected for the broker's or dealer's annual audit of financial statements, whether of not such

]
‘

o

ik

i

¢ dare is the end of a calendar quarter. The response to ftem two should be filed within 60 calendar days after such date, rather than with the remainder of this report. This
- |- information may be requrred on a more frequest basis by the Commission or the designated examining authority in accordance with Rule 17a-5(2) (2}(iv).
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I. BETTER PEOPLE, BETTER RESULTS: |
L : :
4 ‘ :

" Tothe Board of Drrectors
H. C. Denison Co. : : _ o ey _
‘Sheboygan|W|sconsm . Q | I S

o prowde assurance on the internal control structure

 verifications
: complymg wath the requirements for prompt payment for securities under Section 8 of Federal
 Reserve! Regulatlon T of the Board of Governors of the Federal Reserve System; and (4) in
: obtarnmg and maintaining physical possess:on or control of aII fully pald and excess: marglnf

i _ - g : | 4 Y
,' o Independent Auditors' Report on internal Control
:
I
f

Er ..+ 'Structure Required by SEC Rule 17a-5

N B ‘J B .' N N 1 ° . . . N

i
;'I

1 i

“In pIannmg{and performlng our audltpof the financial statements of H. C. Demson Co. -
(Company) forthe year ended September 30, 2006, we considered its internal control structure :
Amcludrng control. activities for. safeguardlng secuntres 'in order to [determine our audltrng

procedures ,for the purpose of expressing our op:nlon on the f nancial statements and not to

t

. Also as requrred by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we
.have made| a study of the practices and procedures followed by H. C. Denison Co. mcIudmg

tests of compllance with such practices and procedures that we cons:dered relevant to the
objectlves stated in .Rule 17a-5(g), (1) in making the periodic computatrons of aggregate

' mdebtedness (or aggregate debits) and net capital -under Rule 17a-3(a)(11) and the reserve

required’ by Rule 15c3-3(e); .(2) in making the quarterly securities examinations, counts,
land comparisons, and the recordatlon of differences requzred by Rule 17a-13; (3) in

secuntles ofrcustomers as req urred by Rule 1503-3

The management of the Company is responsible-for- estabhshlng and malnta:mng an mternal

" contro! structure and the practices and procedures referred to in the preceding paragraph. In
~ fulfilling thrs!responsmrlrty ‘estimates and judgments by management are required to assess the

expected beneflts and related ‘costs of controls:and of the practices and procedures. referred to
in the precedmg paragraph ‘and 'to assess whether those practices 'and procedures can be

. expected to, achieve the SEC’s above-mentioned objectives. Two of the objectives of .internal
, control and the practices and procedures are to provide management:with reasonable, but not
: absolute assurance that assets for«which' the Company has responssbahty are safeguarded _
' agarnst ‘loss fromvunauthorized use or disposition ‘and that transactlons are executed in
: accordancef with management's authorization and recorded properly to permit preparation of

fmanmal statements .in accordance with accounting principles generally accepted in the United

.- States of Amenca ‘Rule 17a-5(g) lists additiona! objectives of the practices and procedures

Ilsted in the preceding paragraph

20
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Because of mherent limitations in internal control or the practices and procedures referred to
above, error or fraud may occur and not be detected. Also, projection of any evaluation of them
to future periods is subject to the risk that they may become inadequate because of changes in
conditions or that the effectiveness of their design and operation' may deteriorate. Our
oon5|derat|on of the.internal control structure would not necessarily disclose all matters-in the
internal control structure that might be material weaknesses under standards established by the
American Institute of Certified Public Accountants. A material weakness is a condition in which
the design or operation of the specific internal control components elements do not reduce to a
relatively low level the risk that error or fraud in amounts that would be material in relation to the
financial statements being audited may occur and not be detected within a timely period by

‘employees |n the normal course of performing their assigned furictions. However, we noted no

‘matters mvolvrng internal control, mcludmg control activities for safeguarding securities that we

' consrder to be material weaknesses as defined above.

' l
We understand that practlces and procedures that accomplish the objectives referred to in the
‘second paragraph of this report are considered by the SEC to be adequate for its purposes in

» -.accordance, wnth the Securities Exchange'Act of 1934 and related regulations, and that practices
andi- procedures that 'do not accomplish such objectives in all material respects indicate a

material madequacy for such purposes.' 'Based on this understanding and on our study, we
believe that the Company s practices and procedures were adequate at September 30, 2006 to

meet the SEC s-objectives.

| I f
1

This repbrt is -intended solely for the information and use of the Board of Directors,
management the Securities and Exchange Commission, and other regulatory agencies which

rely'on Rule! ﬂ?a -5(g) under the Securities Exchange Act of 1934 in their regulation of registered

brokers and dealers and is not intended to be and should not be used by anyone other than
these specrfied parties.

EM Sc

Certified Publlc Accountants

!
' Sheboygan,' Wisconsin
- October 26,.2006
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